Rural Utilities Service, USDA

§§1779.18-1779.19 [Reserved]

§1779.20 Eligibility.

(a) Availability of credit from other
sources. The Agency must determine
that the borrower is unable to obtain
the required credit without the loan
guarantee from private, commercial, or
cooperative sources at reasonable rates
and terms for loans for similar pur-
poses and periods of time. The Agency
must also determine if an outstanding
judgment obtained by the United
States in a Federal Court (other than
the U.S. Tax Court) has been entered
against the borrower or if the borrower
has an outstanding delinquent debt
with any Federal agency. Such judg-
ment or delinquency shall cause the
potential borrower to be ineligible to
receive a loan guarantee until the judg-
ment is paid in full or otherwise satis-
fied or the delinquency is cured.

(b) Legal authority and responsibility.
(1) Bach borrower must have, or will
obtain, the legal authority necessary
to construct, operate, and maintain the
proposed facility and services. They
must also have legal authority for ob-
taining, giving security for, and repay-
ing the proposed loan.

(2) The borrower shall be responsible
for operating, maintaining, and man-
aging the facility and services, and pro-
viding for the continued availability
and use of the facility and services at
reasonable rates and terms.

(c) Applicant. Eligible entities are:

(1) A public body such as a munici-
pality, county, district, authority, or
other political subdivision of a State
located in a rural area.

(2) An organization operated on a
not-for-profit basis, such as an associa-
tion, cooperative, or private corpora-
tion. The organization must be an asso-
ciation controlled by a local public
body or bodies, or have a broadly based
ownership by or membership of people
of the local community; or

(3) Indian tribes on Federal and State
reservations and other federally recog-
nized Indian tribes.

(d) Facility location. Facilities must
be located in rural areas, except: For
utility services such as drinking water,
sanitary sewer, solid waste disposal or
storm drainage facilities serving both
rural and non-rural areas. In such

§1779.24

cases, Agency funds may be used to fi-
nance only that portion serving rural
areas, regardless of facility location.

(e) Facilities for public use. All facili-
ties financed under the provisions of
this part shall be for public purposes.

(1) Facilities will be installed to
serve any user within the service area
who desires service and can be feasibly
and legally served.

(2) In no case will boundaries for the
proposed service area be chosen in such
a way that any user or area will be ex-
cluded because of race, color, religion,
sex, marital status, age, disability, or
national origin.

(3) The lender will determine that,
when feasible and legally possible, in-
equities within the proposed project’s
service area for the same type service
proposed will be remedied by the owner
on, or Dbefore, completion of the
project. Inequities are defined as un-
justified variations in availability, ade-
quacy, or quality of service. User rate
schedules for portions of existing sys-
tems or facilities that were developed
under different financing, rates, terms,
or conditions do not necessarily con-
stitute inequities.

§§1779.21-1779.23 [Reserved]

§1779.24 Eligible loan purposes.

(a) To construct, enlarge, extend, or
otherwise improve rural drinking
water, sanitary sewage, solid waste dis-
posal, and storm wastewater disposal
facilities.

(b) To construct or relocate public
buildings, roads, bridges, fences, or
utilities, and to make other public im-
provements necessary for the success-
ful operation or protection of facilities
authorized in paragraph (a) of this sec-
tion.

(c) To relocate private buildings,
roads, bridges, fences, or utilities, and
other private improvements necessary
for the successful operation or protec-
tion of facilities authorized in para-
graph (a) of this section.

(d) For payment of other utility con-
nection charges as provided in service
contracts between utility systems.

(e) When a necessary part of the
project relates to those facilities au-
thorized in paragraphs (a), (b), (¢) or (d)
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§1779.256

of this section the following may be
considered:

(1) Reasonable fees and costs such as:
legal, engineering, administrative serv-
ices, fiscal advisory, recording, envi-
ronmental analyses and surveys, pos-
sible salvage or other mitigation meas-
ures, planning, establishing or acquir-
ing rights;

(2) Costs of acquiring interest in
land: rights, such as water rights;
leases; permits; rights-of-way; and
other evidence of land or water control
or protection necessary for develop-
ment of the facility;

(3) Purchasing or renting equipment
necessary to install, operate, maintain,
extend, or protect facilities;

(4) Cost of additional applicant labor
and other expenses necessary to install
and extend service;

(5) In unusual cases such as a low-in-
come area, the cost for connecting the
user to the main service line;

(6) Interest incurred during construc-
tion in conjunction with multiple ad-
vances or interest on interim financ-
ing;

(7) Initial operating expenses, includ-
ing interest, for a period ordinarily not
exceeding one year when the applicant
is unable to pay such expenses;

(8) The purchase of existing facilities
when it is necessary either to improve
service or prevent the loss of service;
and

(9) Refinancing non-Agency debts in-
curred by, or on behalf of, an applicant
when all of the following conditions
exist:

(i) The debts being refinanced are a
secondary part of the total loan unless
the debt being refinanced is an Agency
direct loan;

(ii) The debts were incurred for the
facility or service being financed or
any part thereof; and

(iii) Arrangements cannot be made
with the creditors to extend or modify
the terms of the debts so that a sound
basis will exist for making a loan.

(10) Refinancing Agency debts.

§1779.25 Ineligible loan purposes.

Loan funds may not be used to fi-
nance:

(a) Facilities which are not modest in
size, design, and cost;

(b) Loan or grant finder’s fees;
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(c) The construction of any new com-
bined storm and sanitary sewer facili-
ties;

(d) Any portion of the cost of a facil-
ity which does not serve a rural area;

(e) That portion of project costs nor-
mally provided by a business or indus-
trial user, such as wastewater
pretreatment;

(f) Rental for the use of equipment or
machinery owned by the applicant;

(g) For other purposes not directly
related to operating and maintenance
of the facility being installed or im-
proved; or

(h) The payment of a judgment which
would disqualify an applicant for a
loan under §1779.20(a).

§1779.26 [Reserved]

§1779.27 Lenders.

(a) Eligible lenders. Eligible lenders
may participate in the loan guarantee
program. These lenders must be subject
to credit examination and supervision
by an appropriate agency of the United
States or a State that supervises and
regulates credit institutions. A lender
must have the capability to adequately
service loans for which a guarantee is
requested. Eligible lenders are:

(1) Any Federal or State chartered
bank or savings and loan association;

(2) Any mortgage company that is a
part of a bank holding company;

(3) Co-Bank, National Rural Utilities
Cooperative Finance Corporation,
Farm Credit Bank of the Federal Land
Bank, or other Farm Credit System in-
stitution with direct lending authority
authorized to make loans of the type
guaranteed by this part;

(4) An insurance company regulated
by a State or National insurance regu-
latory agency;

(5) State Bond Banks or State Bond
Pools; and

(6) Other lenders that possess the
legal powers necessary and incidental
to making and servicing guaranteed
loans involving community develop-
ment-type projects. Lenders under this
category must be approved by the Na-
tional Office prior to the issuance of
the loan guarantee.

(b) Conflict of interest. When the lend-
er’s officers, stockholders, directors, or
partners (including their immediate
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